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Although volatility in global markets driven by global trade uncertainty and geopolitical
developments has decreased recently, the uncertainty index remains above its historical average.

Although uncertainty in global trade policies has decreased with recent bilateral agreements, the Economic
Policy Uncertainty Index remains high due to the impact of supply-side external shocks and geopolitical
risks on the global economic outlook (Chart 11.1). The VIX volatility index, which climbed in October as a
result of protectionist policies, declined following reduced uncertainty in trade policies upon signals of trade
agreements, and risk perceptions in global markets improved (Chart 11.2).

Chart I1.1: Economic Policy Uncertainty Index Chart 11.2: VIX Volatility Index (Index)
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While primary input commodity prices have risen recently, global uncertainties have increased
demand for precious metals.

Despite declining inflation in advanced and emerging market economies (EMEs), persistent high global
uncertainties have limited downward movement in oil prices. Metal prices, however, have been displaying
an uptrend due to rising demand for industrial primary input metals (Chart 11.3). In addition to global
geopolitical and trade uncertainties, the relative uncertainty pertaining to the Fed's policy rate path due to
the stickiness in US inflation expectations, has boosted investment demand for precious metals such as
gold and silver. Moreover, the recent rise in the share of gold in central bank reserves has contributed to
strong upward momentum in gold prices. Alongside central banks, increased inflows from retail and
institutional investors into gold and silver-indexed exchange-traded funds have also contributed to the
continuation of the upward trend. These developments have caused gold and silver prices to reach historic
peak levels (Chart 11.4).
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Chart I1.3: Brent Crude Oil Index and Metal Index Chart I1.4: Gold and Silver Prices (London Gold
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AEs government bond yields remain high despite the decline in inflation.

This development is believed to be driven by global trade uncertainties, increased geopolitical risks,
uncertainty regarding the Fed's policy rate path due to upside risks to inflation, and concerns over the
sustainability of emerging market economies' rising public indebtedness (Chart 11.5 and Chart I1.6).
Furthermore, the fact that US government bond yields, which are globally regarded as offering risk-free
return, have remained around 4% since the end of 2022, contributing to high borrowing costs incurred by
EMEs (Chart 11.7). This situation implies that the interest burden on EME's external debt payments will begin
to increase due to bond yields remaining above their historical averages for an extended period, and it
stands out as an issue that needs to be monitored in terms of the global financial stability outlook.

Chart 11.5: US Bond Yields (%) Chart 11.6: Bond Yields of AEs Chart 11.7: Bond Yields of
(10-Year, %) EMEs (%)
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Note: Returns derived from the JP Morgan EMBI Global Diversified index have been used for EMEs. This index
includes EME government bonds with a remaining maturity of at least 6 months and up to 2.5 years, and a nominal
value greater than USD 500 million. EMEs include Turkiye, Mexico, Indonesia, China, the United Arab Emirates, Saudi
Arabia, Qatar, Russia, the Philippines, Brazil, Chile, Peru, Panama, Oman, Malaysia, the Dominican Republic, Bahrain,
Colombia, South Africa, Egypt, Kazakhstan, Uruguay, Nigeria, and Hungary. The dashed line shows averages of the
2013-2021 period.
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As the US dollar weakened, risk premiums in EMEs declined and exchange rate volatility waned.

With the recent improvement in risk perception towards EMEs, the EME CDS spread has declined
significantly (Chart 11.8). During the same period, the decline in the US dollar index implies weaker global
demand for the US dollar, while the exchange rate volatility implied by options on EME currencies has
dwindled (Chart 11.9). This has reinforced expectations of stability in EME foreign exchange markets in the
short term and anchored EME expectations (Chart I1.10). Although global uncertainties have relatively
diminished, the persistence of geopolitical and trade-related risks keeps upside risks to EME vulnerability
brisk.

Chart 11.8: CDS Premiums of EMEs Chart 11.9: US Dollar Index Chart 11.10: Exchange Rate
(Average, Basis Points) (Nominal, January 2006=100) Volatility Implied by Options
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Note: EMEs include Turkiye, Brazil, Colombia, Indonesia, Mexico, South Africa, the Philippines, and Chile.

The trend of fund outflows recorded in the bond and stock markets in EMEs in the first half of 2025
lost pace in the second half of the year.

An analysis of fund flows to EMEs reveals inflows during the 2010-2020 period. After the pandemic, risk
perception towards EMEs deteriorated, and outflows from equity and bond markets, excluding China, were
seen until 2023. Although risk appetite towards EMEs increased in 2023, fund outflows continued in the
following years. When China is included in fund flows, weak fund inflows are seen (Chart 11.11). There has
been a cumulative outflow of equity funds from EMEs, excluding China, since the beginning of 2025 (Chart
[1.12). The majority of this outflow occurred in the first five months of the year, when trade policy
uncertainty was elevated, while inflows into equity markets were observed in the subsequent period.
Meanwhile, inflows into EME bond markets remained limited. Recently, geopolitical and global trade
uncertainties have partially subsided, and equity fund inflows into China have increased. Elevated
uncertainties weigh on potential risks to global trade and supply chains, EME economic growth, and
exports, while putting pressure on fund flows to EMEs.

Chart 11.11: Annual Fund Inflows to EMEs Chart 11.12: Annual Fund Inflows to EMEs
(USD Billion) (As of January 3, 2025, Cumulative, USD Billion)
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funds realized by November 14, 2025.
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FX-denominated indebtedness in EMEs has declined.

The ratio of EMEs' total FX debt to GDP has remained flat since the end of 2020, but has been declining
since the end of 2023. This fall is driven by a decrease in the real sector's FX debt, while the public and
financial sectors have seen a moderate increase in FX debt (Chart 11.13). High global interest rates keep risks

associated with EMEs' FX debt, which stands at over 30%, alive.

Chart 11.13: FX Debt Distribution of EMEs (Debt/GDP, Median, %)
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Note: The chart shows the median value of the ratios of real sector, public, and total FX debt to GDP in EMEs. EMEs
include Turkiye, Argentine, Brazil, Chile, China, Colombia, Czechia, Hungary, India, Indonesia, Israel, S. Korea, Malaysia,

Peru, Poland, Saudi Arabia, South Africa and Thailand.
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Box I1.1: The Impact of Global Uncertainties on EME
Borrowing Costs

Abstract: Recently, US Treasury bond yields have hovered around 4% due to ongoing geopolitical
risks amid global uncertainties. Emerging Market Economies’ external borrowing costs have
remained high due to high global risk-free yields. Since 2023, Tiirkiye's risk premium has diverged
positively from EMEs as a result of the tight monetary policy implemented, the macroprudential
measures taken, and the fact that public debt denominated in FX is in better shape compared to
peer countries. As a result, Tirkiye's external borrowing costs have declined more significantly than
those of EMEs.

Introduction

In addition to global uncertainties, geopolitical developments have had a significant impact on global
financial stability, investor behavior, sovereign risk premiums, and asset prices (Caldara & lacoviello,
2022). Disruptions in global trade and supply chains in the post-pandemic period have caused negative
effects on international bills and bonds markets, and the public sector’s FX borrowing costs have
increased due to escalating uncertainties. This box examines the impact of ongoing global uncertainties
on the public external borrowing costs of EMEs and the development of public external borrowing costs
in Turkiye in comparison with EMEs. The box focuses on Tirkiye’s eurobond market dynamics and peer
EMEs.

Recent Developments in Global Interest Rates

After rising rapidly in the post-pandemic period, the US inflation declined following the monetary
tightening measures taken by the Fed starting in 2022 as well as improvements in the supply chain and
reached approximately 3% in September 2025. Nevertheless, global risk perception remained weak due
to increasing protectionism in trade and geopolitical risks. Since the Russia-Ukraine war that started in
2022, geopolitical risks have remained high, causing the geopolitical risk index to rise. These
developments have caused US bond yields to remain high despite the decline in inflation (Chart I.1.1 and
Chart 11.1.2).

Recent studies have revealed that there is a positive and significant relationship between geopolitical
risks and government bond yields, while the upward shift in the yield curve implies that investors
demand higher returns due to geopolitical uncertainties (Dieckelmann et al., 2024; Subramaniam, 2022).
Additionally, the volatility experienced in financial markets following geopolitical risks may prompt
investors to reduce the weight of risky assets in their portfolios and seek potentially safe heavens
(Papavassiliou, 2025). Actually, since the beginning of 2025, rising global risks have limited fund inflows to
emerging markets while causing fund outflows to continue (Global Financial Outlook, Figure 11.1.10).

Chart 11.1.1: US Inflation and Interest Rates (%) Chart 11.1.2: Geopolitical Risk Index (Index)
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The disruptions the pandemic caused in the supply chain played a significant role in the rise of inflation in
EMEs. After 2020, with the impact of deferred demand during the pandemic, the general level of prices
increased, and EME central banks raised policy rates in response to deteriorated price expectations and
supply and demand shocks. In the following period, monetary stances tightened with rising policy rates in
emerging markets, inflation stabilized, and thus some room for maneuver was created to cut policy rates
in EMEs. However, increasing global geopolitical risks and trade uncertainties, along with the protectionist
policies implemented by countries, pose upside risks to EME inflation. There is evidence that when global
risk-free returns are high, asset prices and exchange rate expectations deteriorate in EMEs, which may
cause a deterioration in inflation expectations in EMEs (Caballero and Upper, 2025). Consequently, high
AE bond yields cause deterioration in expectations and hold interest rate expectations suspended in
EMEs. Therefore, policy rates in EMEs have not been supportive relative to current inflation (Chart 11.1.3).

In the debt literature, it is known that in an environment of increased global risks, EMEs are affected by
global price and risk expectations, and therefore the costs and premiums of external borrowing in FX
increase (Ferruci, 2003; Kennedy and Palerm, 2014). Today, increasing restrictive measures in
international trade indicate a reversal of globalization, making borrowing in foreign currency more costly
for EMEs. As a result of high external borrowing costs in financial markets, EMEs’ eurobond yields have
increased and have been fluctuating around 5% since the end of 2022.

In Turkiye, macrofinancial vulnerabilities have decreased as a result of the economic stability program
that has been implemented, the tight monetary policy applied, and macroprudential measures taken
since 2023. This has boosted investor demand for eurobonds issued by the Turkish government, reducing
Turkiye's public external borrowing costs by approximately 4 percentage points compared to EMEs (Chart
I1.1.4). While eurobond yields remained high in emerging markets, Turkiye’s public eurobond yields
declined, significantly reducing Turkiye's interest burden on external borrowing.

Chart 11.1.3: Policy Rates and Inflation in EMEs Chart 11.1.4: Eurobond Yields of Turkiye and
(Median, %) EMEs (%, Issued in USD)
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Note: Colombia, Mexico, Brazil, Indonesia, Peru, and Chile are among EMEs that have issued 5-year US dollar-
denominated eurobonds.q

Role of Sovereign Risk Premium

Although global risk-free yield rates and EME eurobond yields remained unchanged, the significant
decline in our country's eurobond yields is assessed to be mainly driven by the improvement in the
country risk premium (CDS) that is consistent with macroeconomic dynamics. Since May 2023, Turkiye's 5-
year CDS premium has declined by approximately 340 basis points, leading to a 440 basis points decline
in eurobond premiums (Graph 11.1.5). The CDS model analysis we derived using the EME panel data also
shows that the CDS premium in our country has recently approached the levels implied by
macroeconomic dynamics.

EME CDS model: CDS premiums are simultaneously affected by many factors, such as macroeconomic
fundamentals, global financial conditions, market liquidity, and investor behavior. In this section, the
implied CDS level for Turkiye is calculated using a panel model derived with explanatory variables that
include all these factors.
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In this context, a panel regression model has been established for the period 2006Q1-2025Q2 by
using nine EME samples and the following basic explanatory variables: fiscal balance change, current
account balance change, reserves/GDP ratio change, credit rating, US real interest rate difference,
inflation rate, GDP growth rate, implied exchange rate volatility, VIX index, Brent oil price, and DXY
index. The model calculations were applied to indicators for the relevant period to obtain Turkiye's
implied CDS premiums (Chart 11.1.5).

According to the findings of the model developed based on emerging market dynamics, CDS premiums in
Turkiye generally move in tandem with the levels implied by the model. However, it is observed that
during periods of global uncertainty, geopolitical risks, and volatile investor appetite, the divergence from
the values implied by the model increases, nonetheless, recently, the model values and actual values
have converged. The recent convergence of Turkiye's CDS premiums towards the model's implied value
indicates that Turkiye's counterparty risk in financial markets has decreased significantly and that this
consistent with the decline in eurobond premiums.

Chart 11.1.5: EME Model CDS Value and Turkiye’ CDS Premium (Basis Points)
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Note: The sample group includes Brazil, Chile, Colombia, Hungary, Mexico, the Philippines, Poland, South Africa, and Turkiye.
Model-based approaches have certain limitations due to their structure. Not all factors affecting CDS premiums may be fully
reflected onto the model, and the impact of market volatility on model results may be limited. Furthermore, when the focus is
on emerging economies, the relationship between macro-financial indicators and CDS premiums may vary depending on the
global economic outlook, and differences may arise in the application of relationships derived from the emerging economies
sample due to country-specific dynamics. On the other hand, model-based approaches offer advantages with respect to
systematically assessing the relationships between risk premiums and key macro-financial indicators and discussing
divergences in CDS levels.

In the literature, there are studies suggesting that keeping public debt in foreign currency at manageable
levels has a positive effect on a country's external borrowing premiums (Bernoth et al., 2012; Schuknecht
et al., 2009). In the last five years leading up to 2022, public debt in FX remained relatively low in EMEs,
and the eurobond risk premiums of EMEs fluctuated at low levels (Chart 11.1.6 and Chart 11.1.7). During the
same period, Turkiye's public debt in FX increased, and its 5-year eurobond risk premiums diverged
negatively from those of emerging market economies. As of 2022, while FX debt in EMEs increased only
slightly, Turkiye's public debt in foreign currency declined by approximately 13 percentage points relative
to GDP during the same period, diverging positively from emerging markets (Chart 11.1.7). This improved
expectations regarding debt sustainability and, simultaneously, both the country risk premium and the
eurobond risk premium declined.
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Chart 11.1.6: Eurobond Premiums in Turkiye and Chart 11.1.7: Public FX Indebtedness in Turkiye
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Note: Colombia, Mexico, Brazil, Indonesia, Peru, and Chile are among the EMEs that have issued 5-year US dollar-denominated
eurobonds. The eurobond premium is calculated as the difference between the 5-year US dollar-denominated eurobond yield
of the relevant countries and the 5-year US Treasury bond yield (Murphy, 2003).

Conclusion and Assessment

Due to global geopolitical risks and uncertainties in trade policies, US long-term bond rates, which are
defined as risk-free returns, remain elevated, causing both policy rates and external borrowing costs to
remain high, despite declining inflation and normalization of macroeconomic policies in EMEs.

Amid rising external borrowing costs in EMEs, Turkiye has stood out positively in eurobond yields thanks
to growing confidence in Turkiye's macrofinancial policies and the improvement in public debt in foreign
currency compared to EMEs. Thus, during the period of tight monetary policy when TL-denominated
GDDS interest costs increased, Turkiye's external borrowing costs declined more significantly than those
of EMEs. It is expected that the positive effect of the prudent policy set applied to FX-denominated
vulnerabilities on prospective risk premiums will continue.
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